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In a recent mid-year evaluation, Moody's of New York classified Mexico as a good investment
opportunity but warned of persistent "fundamental economic and political problems that could
bring about a renewed debt crisis." Moody's gave Mexico a Ba-2 rating at the beginning of the year,
which is the highest possible for speculative investments. According to the company's most recent
report, although "the Mexican government has achieved a great deal through fiscal discipline,"
significant risk remains. Moody's gave Mexican debt bonds a Ba-3 rating (higher risk than Ba-2).
Moody's warned of "incompatibility between current inflation and the essentially fixed exchange
rate." The report emphasized inflation prospects, based on the 5% GDP growth rate, existing
wage trends, rapid credit growth, and expansion of the federal budget. The company pointed to
the growing current account deficit, up 5.3% in 1990, despite additional oil revenues. The report
predicted a $9.8 billion deficit by year-end 1991. "Mexico has sufficient reserves to cover that
and capital flows remain strong, but such a large deficit will be difficult to finance if uncertainty
regarding the [effectively fixed] exchange rate become generalized," said Moody's. The report
mentioned the vulnerable nature of most foreign investment, which has been channeled into
investment portfolios and neutral funds. In conclusion, the report called the country's current
problems "more manageable, but no less real" than in recent years. (Source: El Financiero, 06/03/91)
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